argument that property formalization is sufficient to bring the benefits of a market economy to the poor has received sustained criticism (Barros 2010, 2) ." [emphasis added] To my knowledge, one significant exception is that Annette M. Kim (2004) examines the housing market in Ho Chi Minh City, Vietnam, where the vast majority of private titles in urban areas had still not been distributed by the state. In line with this rare exception, this article is a further effort to explore how a real estate market can form and operate in the absence of legal titles.
According to the Chinese Ministry of Land and Resources, by 2007, Chinese farmers had built over 6.6 billion square meters of houses in evasion of the legal prohibition on private rural land development and transfer, resulting in a huge market of illegal houses. By way of comparison, in 2007, the total floor space of housing sold on the legal housing market was 0.76 billion square meters (China Net 2008) . People in China call these illegal buildings small properties (xiaochanquan in Chinese) because their property rights are "smaller" (weaker) than those on the urban/formal housing market, which have "big" property rights protected by the government. Shenzhen is the city with the highest ratio of small-property houses, which contribute 47.57% of its total floor space, compared to 30% in Xi'An and 20% in Beijing (Song 2012 ). According to an official at the Shenzhen Real Estate Ownership Registration Center, "Nobody cares whether they have legal titles or not. You say they are illegal, dare you void the contracts? You say they are legal, are you to grant them legal titles? The contracts are there-to void them, could you do that? It is huge amount of transactions-you say farmers cannot sell, it is illegal, but they do it privately with little ado. Are you to tell them whether it is legal or illegal?
(Interview 06-07-12)" I spent one year in Shenzhen investigating how the market of small properties has evolved. From August 2011 to May 2012, I did 94 interviews in total. The forms of these interviews vary. The majority are in-depth interviews, typically a one to two-hour conversation.
Some are half or a whole-day road trips to villages located in the different districts of Shenzhen, including visits to a dozen of small-property neighborhoods, during which I usually had conversations with real estate brokers, residents, and potential buyers and sellers of smallproperty houses. For calculation purposes, I have counted one such a trip as one interview.
Another important part of my fieldwork was the participation in a research project commissioned by the Shenzhen government to draft policies to address widespread small properties. The team included 20 members and did three concentrated and in-depth field research in 2012: April 15th-20th, June 25th-July 9th, and August 13th-August 16th. Afterwards, we drafted a report and had meetings and discussions with numerous Shenzhen government officials, including the Mayor and the Municipal Commissioner of Urban Planning, Land and Resources. The research team had almost full access to government employees and government data and covered many more villages than I could alone. All the interviews were well taped and recorded. I now have transcripts of all of the interviews, totaling 401,770 words. In addition to the interviews, I also collected various materials including government investigation reports and other documents, court files, village maps and records, transaction documents, and news reports.
In Shenzhen, small properties have been rented or sold to millions of people, including millions of migrant workers, middle-income white-collar workers, start-up entrepreneurs, and even real estate speculators (Southern Metropolis Daily 2011). The emergence and operation of this market seem a mystery: how did this market form against the legal prohibition? How does this market operate without legal titles? I kept asking various persons in the field the following questions: since it is illegal to transfer rural real estate, how dare you buy/sell it? Aren't you worried that the government might demolish your illegal buildings? Aren't you worried that the contract might be voided by the other party? According to the conventional view, informal transactions are either limited to people who have continuing business relations (e.g. , Macaulay 1963; Cooter and Landa 1984; Landa 1981) or supported by systematic institutions (e.g., Bernstein 1992 Bernstein , 1996 Bernstein , 2001 . However, in Shenzhen there existed no centralized institution to enforce contracts of small-property transactions. A common response I got is that: "I did it when other people were doing the same thing. A lot of people are doing the same thing, why should I worry?" This common response indicates a situation of coordination, in which one would take some action only if others are expected to also act correspondingly. The underlying question is how to coordinate people's behaviors in the absence of a centralized law, which has been addressed by both economists and legal scholars. Nobel Laureate Thomas Schelling (1960) first observed that, in situations requiring coordination, anything that makes salient one behavioral means of coordinating tends to produce self-fulfilling expectations that this result will occur.
Schelling calls the salient solution the "focal point." Weingast (1997) models the policing of rights as a coordination problem among citizens, and suggests that self-enforcing limits on the state could result from a focal solution constructed in a constitution or a galvanizing event such as a major riot, or by a charismatic leader. Sugden (1996) explains self-enforcing conventions about coordination, reciprocity and property rights that resolve rival claimants disputes as arising from focal point equilibria. Myerson (2004) argues that Schelling's focal point is among the most important ideas in social theory and that the foundations of political institutions can be understood in terms of focal equilibrium selection in a more fundamental game. Dixit (2006) considers multiple settings in which coordination can be achieved by extra-legal conventions, including focal point settings. Several legal scholars argue that law can serve as a focal institution to deliberately select an equilibrium from multiple self-enforcing coordination equilibria (e.g., Cooter 1998; McAdams 2000 McAdams , 2005 . Both McAdams and Myerson observe that a rule recognizing possession as the basis of property rights can avoid wasteful contests over the property through coordinating the strategies of rival claimants: the concept of "rightful" ownership is expected to be applied and thus the "rightful" owner will rationally claim and the other will rationally recede (see Rose 2013 for a critique of viewing property as hawk-dove games). Most recently, Hadfield and Weingast (2012) develop an account of legal order that relies on "a common logic," rather than a third-party centralized enforcement mechanism, to coordinate people's behaviors. However, the above insights have rarely figured in the study of market institutions. A significant exception is Avner Greif's (2004) analysis of the community responsibility system that supported impersonal exchanges in the context of pre-modern Europe. Set against the backdrop and context of China's market transition, this paper hopes to enrich our understanding of market institutions through applying the updated insights from coordination games and focal points to examine a contemporary example of a market without formal property rights.
2 It also contributes a significant real world example to the theories of coordination games and focal points, which have been mostly based on laboratory experiments. This paper is organized as follows. Part II presents the fact of the small-property market as a challenge to the conventional understanding of property rights and market transactions. Part III discusses in more detail coordination games and focal points, models the formation of the small-property market as an assurance game among social entrepreneurs in Shenzhen, and models the operation of the market through addressing the demolition risk as a hawk-dove game between the Shenzhen government and market participants, and addressing the contract risk as a hawk-dove games between contract parties. Part IV briefly discusses the limitation of this focal point explanation and summarizes the theoretical implications of this case study. In the 1980s, the prohibition on land alienation proved to be inadaptable to a marketoriented economy with the experimentation and implementation of the "reform and opening-up" policy under the leadership of Deng Xiaoping. This inadaptability was most acute in the urban area, where both urban construction and cooperation with foreign investors could benefit greatly from land development and transfer. As a result, in 1988, China amended both the Constitution and Land Administration Law ("LAL"), stating that use rights to both state-owned and collective-owned land could be transferred "according to law." On May 19, 1990, the State
II. The Market

A. Chinese Property Law Reform and Small Properties
Council promulgated detailed rules governing the sales of urban land use rights from the government and the transfer among land users.
This urban land use reform not only built the legal basis for China's urban real estate market, but also made land the most important source of revenue for Chinese local governments, which can expropriate rural land at compensation equal to its agricultural value and sell the same land on the urban land market at 50 times or more of that value. 3 As a result, the more the urban real estate market develops, the more unlikely that the central and local governments would liberalize the rural land development and transfer, which would jeopardize their monopoly over land (Yang 2010) .
Unsurprisingly, the corresponding legal authorization for the transfer of rural land use rights has never been promulgated. Instead, the Chinese government made a comprehensive revision to LAL that excluded the possibility of the transfer of rural land use rights in 1998. The 1998 revision also made it clear that rural-urban land conversion can only be legally achieved through requisition by the state.
However, the rural land has not been insulated from the booming urban real estate market. The boom in China's urban real estate market began in 1998, when the central 3 Compensation for the expropriated rural land is mainly based on its agricultural output, but the government transfers it at urban land market price. Because rural land expropriation is almost the only way to satisfy the vast need for construction land in China's urbanization process, the "public interest clause" has been essentially moot.
government decided to replace its housing allocation system with a housing market (Fang 2004 ).
According to official statistics, from 1998 to 2007, the annual growth rate of the nationwide sales of residential houses was 1000% (National Bureau of Statistics 2008). As a result, land has become a scarce resource. Under such circumstances, rural land, especially that which is located near urban area, has become attractive. Local governments are extremely incentivized to grab rural land. The general mechanism is that the government expropriates the rural land, converts it to urban land, qualifying it for various construction purposes, and then sells it to commercial land developers. Millions of acres of rural land have been urbanized in this way in China since the 1980s, creating more than 40 million landless farmers (Xinhua Net 2011).
One response of Chinese farmers to this unjust law is the evasion of the legal prohibitions on rural land development and transfer. Farmers living in the rural areas near big cities often have great incentives to transfer their houses to urban residents who cannot afford a house in the urban area. While they cannot sell houses at prices comparable to those on the formal market due to the illegality of the transfer, they can still get much more profit than from agricultural use.
Their illegal transfers of land for non-agricultural uses have made a huge informal real estate market in China.
The prices of small properties are significantly lower than those of legal properties, ranging from one-fifth to three-fifths of those of legal properties (REICO 12-3). For good or bad, small properties have become a serious option for many Chinese people. According to an investigation in 2011, 60.3% of the respondents viewed small properties as an option in buying houses (Yuan 2011 ).
B. Small-Property Market in Shenzhen
Shenzhen, a city in the southern part of Southern China's Guangdong Province and situated immediately north of Hong Kong, has been the literal and symbolic heart of the Chinese economic miracle (e.g., French 2006) . In 1980, Deng Xiaoping, the then supreme leader of China, designated Shenzhen, then named Bao'An and a small agriculture county, as a "special economic zone" (SEZ) to pilot market-oriented reforms (e.g., Jiang 2010). Within this special economic zone, investment from overseas Chinese, Hong Kong, Macau, and foreign companies would be allowed and used for urban construction.
Since the establishment of the SEZ, a miracle of economic growth and urbanization has occurred in Shenzhen. In 1979, the urban population in Shenzhen was no more than 30,000, and all of the remaining population of 284,100 was rural (Shenzhen Statistical Yearbook 2011, 4 (Le 2010, 16) . In 2010, the GDP of Shenzhen was over 958 billion RMB (Shenzhen Statistical Yearbook 2011, 5) . Shenzhen has ranked first since 1993 in the total value of exports among all mainland Chinese cities (Le 2010, 121) . Moreover, the economies of Shenzhen and Hong Kong are closely inter-connected; an integration plan has even been officially proposed (England 2007) . More than half of the foreign direct investment in Shenzhen has been from Hong Kong.
4
Three decades ago, most of the land in Shenzhen was rural and collectively-owned by the farmers of the respective villages. Urban (state-owned) land was a bit more than three square kilometers in Shenzhen in 1980. The Shenzhen government has since converted most of the rural land to urban land under its jurisdiction. Villages that used to be located on the outskirts of the city are now surrounded by urban buildings, many of which are skyscrapers. In the urbanization process, the Shenzhen government expropriated most of the rural land (mostly farmland) and converted it to urban land, reserving the rural land on which residential homes and village factories had been built because of the higher social and economic costs that would be incurred by expropriation. These remaining villages are called intra-city villages (chengzhongcun in Chinese). Though located in the midst of the urban area, land in intra-city villages is still rural, which makes it subject to the legal prohibition on rural land development and transfer. Among the total area of 1,993 square kilometers of land in Shenzhen, the government failed to convert Legally, a household can build at most 480 square meters of houses and cannot transfer either the house or the plot, but most buildings in intra-city villages of Shenzhen are over 800 square meters and many are not owned by original villagers. Legally, collective development land can only be used for village factories and cannot be transferred except in the situation of bankruptcy, but village co-ops have built huge amount of commercial real estate and condominium apartments for renting and selling, and even sell land directly in many cases.
In the peri-urban area, the actual problem is not to find a small property, but to find a legal property. In a report on small properties in Shenzhen, a journalist found that even an official building of a sub-district government had no legal titles (Zhuang 2009 ). About 12% of the small properties are over fifteen floors and 2,000 square meters, most of which are well-built apartments for sale (Shenzhen Municipal Government 2010) . According to officials from the Bureau of Construction of the Shenzhen government: "the illegal buildings built after 2000 were designed and built under professional supervision; they also used high-quality steels; the qualities of these buildings are above the median (Interview 06-29-13)." This is a stark contrast to the conventional view of informal settlements presented by De Soto and many others. De Soto (1989, 25) further states, with no empirical statistics, that both the selling and the renting of the illegal buildings are limited because of the lack of legal titles. In the following, I present some statistics from the Shenzhen government to discuss the scale of the market, which turns out to be not limited to exchanges between farmers and their familiars.
According to a comprehensive investigation of the Shenzhen government in 2010, there were 356,852 small-property buildings, totaling 390 million square meters and composing 57.49% of the total buildings and 47.57% of the total floor space of Shenzhen.
Illegal Buildings in Shenzhen
Number For residential buildings, about 34 percent of the current owners were not villagers, the only category of legal owners. For non-residential buildings, 60.75% of the owners were not village co-ops, the only category of legal owners. Regarding the land used in building these small properties, for residential buildings, 43.53% of the land had been transferred to nonvillagers; for non-residential buildings, 30.2% of the land had been transferred by village co-ops to non-villagers. These did not include the transactions between different village co-ops.
Illegal Transfer of Land and Buildings
Owner Land
Residential Buildings 34% were not original villagers.
43.53% were transferred to non-villagers.
Non-Residential Buildings 60.75% were not original village co-ops.
30.2% were transferred to non-villagers. . People were thus able to meet each other at the same place in the absence of prior arrangements. Schelling then proceeds into tacit bargaining of divergent interests. The outcome of his experiments suggests that among all the available options, some particular one usually seems to be the focal point for coordinated choice, and the party to whom it is a relatively unfavorable choice quite often takes it simply because he knows that the other will expect him to (Schelling 1960, 60) . Schelling (1960, 67) at the end investigates explicit bargaining in which communication is possible and there is no apparent need for intuitive rapport. There is abundant evidence that the influence of focal point is powerfully present even in explicit bargaining.
The essential idea of the focal point is that "the intrinsic magnetism of particular outcomes, especially those that enjoy prominence, uniqueness, simplicity, precedent, or some rationale makes them qualitatively differentiable from the continuum of possible alternatives (Schelling 1960, 70) ." These particular outcomes are what Schelling calls focal points. Schelling presents the focal point theory as generally applicable to situations involving coordination, such as formation of interest groups, spontaneous revolt, and bargaining (Id., 70-4). In the past decades, a number of researchers have observed high coordination rates in games with a focal point and symmetric payoffs; while Crawford et al. (2008) find that asymmetry of payoffs in a game might counteract the effect of a focal point, resulting in the weaker influence of focal points in situations of divergent interests. Though most laboratory experiments are limited to the study of focal points in tacit bargaining situations, a recent study by Anders Poulsen and Robert Sugden (2010, 2011) , two of the foremost researchers of focal points, have proved that focal points also play an important role in explicit bargaining situations.
Focal Point in Shenzhen
In the context of Shenzhen, three elements made private rural land development and transfer a more focal choice than the legal prohibition. First, the Shenzhen government's urban land use reform successfully challenged the old Constitution and sent out a signal to people in Shenzhen that land-use rights can be sold for money.
Second, Shenzhen was designated to pilot market-oriented reforms and anticipated to "blaze a bloody trail," i.e., break the old rules, which encouraged people in Shenzhen to innovate new institutions. Third, the Shenzhen farmers had observed how the Shenzhen government made money from land expropriated from them and saw no justification for being deprived of the same profit opportunities. Overall, it was widely believed among Shenzhen people that they should have the right to develop and transfer rural land.
When the Shenzhen SEZ was founded in 1980, the biggest barrier to becoming an attractive destination of foreign investment was financing. The central government could provide very limited support towards the huge financial cost required for infrastructure construction (Feng 2006) . The answer came to the local leaders of the Shenzhen government from a Hong Kong lawyer: "Isn't the land money? Even your ancestor Marx admitted that land was wealth."
The Shenzhen government leaders got this message. They knew that land could generate the money they urgently needed for urban construction, but two barriers existed: (i) land was inalienable in the orthodox ideology of a country that had abolished private ownership of land;
(ii) the Constitution stated very clearly at that time that commercial land alienation was illegal.
But Shenzhen is the city of reform. As Deng Xiaoping said, "The central government has square meters to a Chinese company for the price of RMB 5,250,000 (Feng 2006 Participants of the small-property market are well aware of the big profits the Shenzhen government has made from land development. Ordinary Shenzhen people, in particular the farmers, have seen how the Shenzhen government expropriates land from them at low price and sell it at many times higher. They mocked the legal prohibition on rural land development and transfer with an old Chinese saying "the magistrates are free to burn down houses, while the common people are forbidden even to light lamps," which is a Chinese version of the American proverb "one may steal a horse while another may not look over the hedge."
B. COORDINATION GAMES
The role of the focal point is to enable coordination. It is thus necessary to determine at the outset whether a coordination problem is involved before applying the focal point theory.
What is coordination? "The problem of coordination arises where two or more individuals can reach some mutually desired outcome-or avoid some mutually undesired outcome-only by combining their actions in a certain way, but where more than one possible combination will suffice. 8 An equilibrium refers to a "Nash equilibrium," which is the central solution concept in game theory. It is based on the principle that the combination of strategies that players are likely to choose is one in which no player could do better by choosing a different strategy given the ones the others choose. A pair of strategies will form a Nash equilibrium if each strategy is one that cannot be improved upon given the other strategy. We establish whether a particular strategy combination forms a Nash equilibrium by asking if either player has an incentive to deviate from it. (Baird et al. 1996, 310) often presents a choice between conflicting preferences of different individuals, rather than a solution making everyone better off. All the above makes coordination game models closer to reality than the prisoners' dilemma model, which has long dominated the application of game theory in legal studies (McAdams 2008) .
Classic coordination games include the Assurance (Stag Hunt) game and the Hawk/Dove game. The name "Stag Hunt" comes from Rousseau's illustration of the choice between hunting stag and hunting hare, where one succeeds in hunting stag only if the other hunter also hunts stag,
where sharing a stag with the other hunter is the best outcome, but where hunting hare is safer because one can succeed on one's own (Id., 219). The formation of the small-property market in
Shenzhen was a revolt against the formal law, which is a huge "stag" that needs people to coordinate with each other to hunt. The name "Hawk/Dove" comes from a fictional game between teenagers who drive their cars directly at each other, where the one who swerves first loses face, but the failure of either to swerve is catastrophic (Id., 224). In the operation of the small-property market, the interactions between the Shenzhen government and farmers on whether to demolish the illegal buildings, and between contract parties on whether to void a legally ineffective contract, are Hawk/Dove games: neither wants to swerve first; nor do they want direct clash with each other. Following I will apply the two game models to analyze the formation and operation of the small-property market in Shenzhen.
C. THE SMALL-PROPERTY MARKET: COORDINATION GAMES WITH A FOCAL POINT
1. An Assurance Game of Market Formation
a. An Assurance Game of Social Entrepreneurs
The formation of the small-property market can be viewed as the change of social norms from the inalienability of real estate in the communist era to the alienability of real estate in the post-communist era. If the change was not brought by legal reform, how did the change of norms occur? Ellickson (2001) , Sunstein (1996) and many others (e.g., Posner 1998 Posner , 2002 McAdams 2001; Carbonara et al. 2008 ) have emphasized the role of social entrepreneurs in the evolution of social norms: when an exogenous change creates new cost-benefit conditions that favor a switch to a new norm, social entrepreneurs would initiate the switch. They call this category of social entrepreneurs norm entrepreneurs. It is true that there exist entrepreneurial people more likely to initiate a change in a society. However, it would be an oversimplification to assume that whenever there is an exogenous change, entrepreneurs will accordingly change the norm. As North (1990, 7) would agree, it is common that inefficient institutions persist in human history.
There is always room for improvements, most of which do not occur.
If the room for improvement always exists and some potential social entrepreneurs are always present, why do potential entrepreneurs initiate a change at a certain time and in a certain place? They have to bid their time. I thus further qualify the "exogenous change" in the above framework: It is not simply just a change to new cost-benefit conditions, like the rise of fur trade with Europeans in the North Indian tribes (Demsetz 1967 • a, c>0. It is an assurance game. If a potential social entrepreneur expects the other not to change, he will not take any actions even if he prefers the change because he would have to bear the cost of punishment for challenging the old law on his own. The loss would be c for him. If no potential social entrepreneur expects to change, the status quo will be maintained. The gain for both in the status quo is 0. If a potential social entrepreneur expects the other to change, he will initiate the change; then the norm change will succeed and both will gain a from the change. As a result, both of them prefer change (A, A) to non-change (B, B). But the optimal result might not occur because A is actually a riskier strategy than B. Choosing to change might result in either a big profit or loss, while choosing not to change guarantees that there will be no loss. For this reason, both social entrepreneurs might choose not to change despite the fact that each regards non-change as worse than change. Thus the players face a problem of coordination-each needs to assure the other that he is going to play the riskier strategy to challenge the legal prohibition on rural land development and transfer, so the other should as well.
This problem can be resolved by a focal point. In making a decision, each player would consider what choice the other would make. If both expect the other to choose A, the result will be the optimum. That's to say, for a change to be initiated, not only need there be a new profit opportunity, but also that the new opportunity should be made salient as a focal point so that a potential change agent could reasonably expect others to share his expectation for change.
b. Application to the Shenzhen Case
Now back to Shenzhen: It is without doubt that there was a great new profit opportunity in rural land development and transfer. For Shenzhen, the first special economic zone to pilot reform, getting foreign investment was the top priority of the Shenzhen government, which encouraged every unit under its jurisdiction to get foreign investment, including villages.
Each village in Shenzhen had one or more so-called industrial zones, in which they built factories and got investments from Hong Kong and other parts of China. Most were called joint ventures, basically meaning that villages contributed factories and investors contributed money, technology and management. This was the early phase of capitalization of rural land in Shenzhen.
The Shenzhen government encouraged investment in villages and made rules on the capitalization of rural land, such as the guideline of land leasing rates, notwithstanding the then effective constitutional prohibition on alienation of land (Li 1999 He expected others to expect the same as him. He contacted the village co-op for his demand.
The village co-op, which had done everything to attract and satisfy outside investors, had made profits from the early capitalization of rural land by building joint ventures with outside investors.
It was also aware of the government reform of the urban land-use system and expected rural land-use reform to be the next step. As a result, the village co-op approved this request and sold a plot to the Hong Kong investor, which was illegal at that time.
Social entrepreneurs included not only Hong Kong investors, but also other major players in the rural industrialization of Shenzhen. Government agencies responsible for investment approval and land administration, such as the Bureau of Land Administration (BLA), Bureau of Investment Promotion (BIP), etc., which had observed all the above moves and even studied the legal and policy issues, also determined that the focal point of rural land development and transfer was so powerful that it would probably became a trend. As discussed in Part IIB, the old government housing allocation system had not been able keep up with the explosively increasing population. Directors of the bureaus were probably troubled by how to house their employees.
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Maybe in a dinner conversation, a village committee member, after listening to the director of the BIP complaining about employee housing, said "hey, buddy, why don't you build apartments for your employees on my land?"
A land developer, had leveled the land (Shenzhen was quite hilly) and built the roads and other infrastructure for a village and asked for payment from the village. Also, in a dinner conversation, the village head told him, "hey, buddy, I really have no money to pay you, but how about the two hills in my village? If you could level it, it would be yours." The land developer would prefer to get cash for the payment, but had few choices. Moreover, he was well aware of the focal point through contacts with village co-ops, government officials and Hong Kong investors in his land development businesses. Thus he accepted this offer. That was how a luxury villa neighborhood in Shenzhen I visited came to be about.
Later, the land transactions above encouraged other related people and institutions to buy/sell rural land. They were a village head who had managed all the transactions with Hong Kong investors and government agencies, and who wanted to develop and transfer some of the excess land he was allocated, an official in the BIP, who did not get an apartment from the bureau but had some money, other government employees who learned from their friends in the BIP or BLA a way to resolve their housing shortage, and a migrant worker who made enough money (Interview 03-13-12). Government employees participated so widely in rural land development and transfer that the Shenzhen government had to take special measures to address this situation in the 1980s. After this cluster of social entrepreneurs took the first move, their friends and relatives followed (Picker 1997) . The social entrepreneurs were all influential people in their social networks and thus had much more weight in influencing the change of norms (Kuran 1989) .
Further transactions would encourage more transactions, and this continued on and on until the formation of a small-property market in Shenzhen, during which the focal point of rural land development and transfer overcame the legal prohibition to coordinate people's behaviors. After Deng began to support economic reform nationwide and designated 13 If a farmer loses nothing by playing dove to obey the old law, the government would play dove because there was no challenge to the legal prohibition at all. That is the equilibrium of (D 1 , D 2 ), which was not the situation in Shenzhen. The government at least talked tough in its stated willingness to enforce the law. played dove to not enforce the law, it would lose c from the decrease of its credibility, which might encourage further violation of law, and from losing future opportunities to make use of the same land. As previously discussed, "blazing a bloody trail of reform"
TWO HAWK-DOVE GAMES OF MARKET OPERATION
had been the mission of the Shenzhen SEZ; therefore, the loss of credibility in enforcing the old law did not matter that much to the Shenzhen government. Moreover, when the farmers began to develop and sell rural land in the 1980s, land was still relatively abundant that the farmers' behaviors was not foreseen to interfere with the government's need for rural land expropriation.
In contrast, if the Shenzhen government had played hawk to enforce the old law, it would incur a huge loss of direct clash with farmers, including social instability that would discourage foreign investment and fiercer resistance from farmers when expropriating their land that had not been developed or sold. In a country where local governments tend to grab villagers' land arbitrarily (Chin 2010) , it can seem puzzling that the Shenzhen government has not been able to (1). The Legal Magic
As compared to other informal transactions which are more removed from the formal laws, such as transactions in drugs or organs, the involvement of government-recognized village co-ops and lawyers confer on illegal rural real estate transactions an aura of legality, much like a form of legal magic. A seal from a village co-op company would cost a buyer 6,000 RMB; a testimony from a lawyer 500 RMB. In some cases, privately-made real estate certificates and certificates of honorable villager-ship are also used. Do they have any legal effect?
i. Contract of Cooperative House-Building
Cooperative house-building is a mechanism where a group of individuals pool their money and construct a multi-apartment building together. In the end, each person would get an apartment. In the 1980s and 1990s, the centralized system of housing allocation could not supply enough houses to people, and cooperative house-building was encouraged as a way to provide housing. Generally, employees of a government agency or a company could form a co-op. The government agency or the company would collect money from its employees, apply for a plot from the government, build houses, and allocate one to each. There is a revival of the idea of cooperative house-building in recent years-houses on the formal market are too expensive and it has been viewed as a cheaper way to own houses by saving the profits paid to big real estate companies. Cooperative house-building is not prohibited and theoretically feasible.
However, it is clear within the legal profession that the cooperative development of rural land is still a way of developing and transferring rural land, which is in direct defiance of the LAL. Does the term "cooperative house-building" camouflage the illegality of rural house sales, which might explain why most transactions have adopted the contracts of cooperative housebuilding? The answer is negative-with the nationwide propaganda of the illegality of smallproperty houses, it is doubtful whether a contract of cooperative house-building can achieve that.
If not, what is the function of this kind of contracts?
ii. Village Co-Op Seal, Lawyer Testimony, Private Real Estate Certificate, etc.
In Shenzhen, each village has a shareholding co-op company, which manages the land within the village and allocates dividends to villager shareholders. It also builds roads and other public facilities within the village. It is the core of a village community. A village co-op seal on the sales contract is an endorsement of the contract and widely used in small-property transactions. Village co-ops are often one party of the small-property transactions and thus sign and seal the contracts. In other situations, such as houses developed by individual villagers or outside investors, it charges for its sealing of the sales contract. From a legal perspective, a sealing by the village co-op means nothing because the development and transfer of rural land are prohibited and cannot be legalized by a village co-op's endorsement.
Lawyer testimony is almost always part of all transactions. A lawyer testimony testifies that the transaction is made according to both parties' real intent and is consistent with the principle of freedom of contract. The lawyer would also keep a copy of all the transaction documents on file, which is available for checking. If a buyer wants to sell the bought house, he has to surrender all the documents to the lawyer, who would make another file of documents for the new buyer. In one law firm, the earliest record can be traced back to 2003 (Li 2009; Interview 04-05-12) . The lawyer testimony would say nothing about the illegality of the transactions and might leave the impression of legality to the parties because of lawyers' special identity. As a result, the Lawyers' Association of Guangdong, the province to which Shenzhen belongs, has forbidden its members to provide testimony to transactions of rural houses.
However, this prohibition is only effective to big law firms. Many small law firms still provide this service. In some other cases, privately-made certificates play a role in securing the transactions. For example, some real estate developers issue certificates to buyers. The certificates looks very similar to the official ones and are numbered, i.e., each apartment has a unique number.
If neither village co-op seals, lawyer testimony nor privately made real estate certificates have an effect on the illegality of the sales contract, why are they so popular and why are buyers willing to pay for them? What's the magic of these legal constructs? The answer comes from outside the law.
(2). The Game
In this contract game, the issue is the effectiveness of the contract. Both parties could claim that a contract is legally void if that is to his benefit. In the past decades in China, the prices of small properties have increased several-fold, due to the increasing housing demand and rocketing prices on the legal housing market. Thus buyers often have incentives to go to the court to void the contract. As the courts would not enforce the contract, the seller has the right to return the original amount of money to the buyer and get his house back. In Beijing, a case of rural house transaction caught nationwide media attention when a seller wanted her house back for the increased value after the transaction (Wang 2008 • a, b, c>0; b>c. Both parties can choose whether to play an aggressive hawk strategy or a submissive dove strategy. The most desirable outcome for each party comes from playing hawk against the other party's dove. If the seller expects the buyer to yield to his request for voiding the contract, he will play hawk and gain a if the buyer does yield to her request. The seller would get all the increased value of the real estate. If the buyer expects the seller to yield to his insistence on the binding effect of the contract, he will play hawk and gain a if the seller does agree to the effectiveness of the contract. The buyer would keep all the increased value of the real estate. The buyer and the seller could both play dove and share the increased value of the real estate. For each party, they will gain nothing if they play dove against the other's hawk. Therefore, both parties prefer an outcome where they play hawk against the other party's dove. However, the worst outcome would be that the seller plays hawk, insisting that the contract is void and he
should get it back, against the buyer's hawk of insisting on the binding effect of the contract. The cost of such disputes will be high to both.
i. The Cost of Hawk-Hawk
If the seller insists on voiding the contract, the buyer might resort to private sanctions.
Some might wonder how serious the private sanctions could be, considering that sellers are usually local villagers or land developers, while buyers are often the migrant population who can only afford an apartment on the informal market. It is true that local villagers and land developers are both wealthier and more powerful than the newcomers who can only afford the small-property apartments. However, that does not mean that sellers are more likely to win in a hawk-hawk situation. For sellers, it is just a business, one apartment in a building of hundreds of apartments. They have made money from the transaction with the buyer. They could gain more by revoking the contract, but the marginal gain from this move is relatively low. For buyers, it is their home to which they have devoted all of their money and cannot afford to lose. They are neither wealthy nor powerful, but they do have "weapons of the weak (Scott 1985) ." As one buyer told me, "as far as the seller wanted to stay in Shenzhen, he would not dare void the contract. I know where he lived and who his families were." To make private sanction an effective deterrence, a party has to make sure that he can locate the person he wants to sanction.
The legally-void documents play an important role here. In contracts of cooperative housebuilding, sellers' addresses are written clearly and easy to verify. It might be difficult for an outsider to know the history of the transactions involving the real estate in question. But it does not matter as far as the village co-op is willing to endorse the contract, which would be an implicit promise that the village co-op will be responsible if there are any conflicts of rights to the real estate. Lawyers are outsiders, but are professionals paid for the testimony. Regardless of the contents of the testimony, it is a bottom-line that a lawyer should not participate in contract fraud. Moreover, lawyers' service is often localized and not easily relocated. Therefore, village co-op's seal, lawyer testimony and other privately made documents are not a way to legalize the informal sales, but a way to reveal the information regarding the transactions and local parties.
Disputes with buyers would also expose the sellers' business to public attention, which would make this seller "stick out" among his peers, bring damage to his reputation, and make his business an easy object of the local government's selective legal enforcement. The buyer might report to the local government their disputes at the last resort. In such a case, the seller can no longer rely on the Shenzhen government to continue turning a blind eye to his illegal business. In short, the hawk-hawk scenario is costly even more so to the sellers, i.e., b>c.
ii. The Focal Point and the Choice of the Equilibrium There are two equilibria in the hawk-dove game between buyers and sellers: (1) the seller plays hawk, while the buyer plays dove; and (2) the seller plays dove, while the buyer plays hawk. Given these possibilities, it is what one party expects the other party to do that matters.
There is room for a focal point to influence both parties' expectations. As previously discussed, rural land development and transfer have been widely recognized in Shenzhen. The various documents involved in the transactions, such as contracts, lawyer testimony and village co-op's seal, serve as evidence and a reminder to this fact. Thus, the seller would expect the buyer to insist on the binding effect of the contract, even though the contract is not legally enforceable.
The buyers, fully aware of this focal point, would expect the seller not to void the contract and would fight to the death if the seller ever tries to void the contract. The buyer is also confident that he will be able to mobilize society members who share this focal point to fight with the seller in the worst-case scenario. 14 Buyers often bond with each other to form a powerful community, which can take effective sanction against villagers and other involved parties who breach their promises. It is often that colleagues of the same company or institute buy apartments within the same building. Once a person buys a small-property house, he often tries to persuade his friends, relatives and other acquaintances to buy. I frequently heard in my interviews with buyers of small-property houses that they are not worried about risks of no legal titles because many of their friends live in the same building. Sometimes sellers of smallproperty houses also require an old customer's recommendation for an outsider to buy an apartment. The consideration for the seller might be to reduce the risks of uncertainty brought by unknown buyers. However, it also increases the solidarity of the community of the buyers, 14 Think about the medieval Iceland case: For several hundred years, Iceland had functioning courts with no formal or informal enforcement powers. During this time, courts issued rulings to resolve disputes, and proclaimed appropriate penalties, but there was no executive arm-police or sheriffs-to execute these judgments. Nonetheless, there was private enforcement of court decrees, carried out by the kin of the judicial winner. The explanation, according to McAdams, is that "Each party expects the one declared by the court as being "in the right" to play the Hawk strategy-enforcing the remedy with violence, if necessary." (McAdams 2000 (McAdams , 1682 making them more powerful in enforcing their contracts against the sellers. In a survey conducted by the Shenzhen government, when asked whether they considered the risks of no legal titles when they bought small properties, a common response is that "I don't worry because so many others have bought small properties." As a result, the equilibrium is that the seller plays dove and the buyer plays hawk.
IV. Conclusion
The contributions of this paper are mainly the following: First, it challenges the conventional view of the necessity of formal property rights to a market economy by providing a concrete case from first-hand fieldwork in which an impersonal market has developed in the absence of legal titles. Second, it provides a new perspective on law and economic development by introducing and applying the most updated research on coordination games and focal points.
Third, it contributes a significant and contemporary case study from the real world to theories of coordination games and focal points, which have, to date, mostly relied on laboratory experiments.
For a long time, property rights in developing countries remain a mystery-we do not fully understand the dynamics between property rights and market transition; neither do we have a proper theoretical approach to explain the failure of titling programs sponsored by the World Bank and other international aid organizations (e.g., Kennedy 2011; Bromley 2009; Payne et al. 2009 ). One reason is the failure to fully incorporate the historical, political and other contextual factors that not only structure the interactions of relevant parties, but also influence their expectations, into our analysis of their incentives. Therefore our strategies to change their incentives are often misguided. Modeling the formation and operation of a market as coordination games presents a framework that incorporates contextual factors into the interactive analysis of relative incentives. In coordination games, the focal point theory explains one way that contextual factors influence relevant parties' expectations of each other. This paper argues the incorporation of these theories provides a more powerful and nuanced explanation of property rights in developing countries. This paper's analysis has substantial explanatory force in the so-called "China However, it would be unfair to deny the contribution of the Chinese government to the economic miracle. Entrepreneurs are everywhere and in every age -why had the HRS, TVEs and
PEs not emerged in Mao's era, but rather in the reform era? Thus a pure bottom-up explanation cannot resolve the so-called "China problem." A plausible speculation from this study is that the focal point of economic development created by the Chinese government in 1978 and further strengthened in the following years provides the missing link. As in the Old Testament, God said that "let there be light; and there was light"--Deng Xiaoping made market reform a focal point for coordinating people's expectations in the absence of a corresponding legal regime.
This paper also has broad implications for research on law and economic development.
Scholars have referred to exchanges of untitled real properties in their studies of Vietnam property reform (Kim 2004) , squatters in Hong Kong (Smart 1986) , informal housing in Peru (De Soto 1989) , the Brazilian Amazon (Alston et al. 1999 ) and the U.S. frontier history (Anderson and Hill 1978) . Systematic case studies of informal real estate markets around the world would greatly enrich our understandings of law and economic development. Structuring these informal property markets as coordination games and delving into the historical and political backgrounds to understand the contextual factors of the bargainings would deepen our understanding of how to build modern market economies in developing countries.
This paper has two significant limitations: First, the divergence of interests between different parties as the market develops can counteract the effectiveness of the focal point, and even transform the coordination games into prisoners' dilemma. As land becomes increasingly valuable with the development of the market, the Shenzhen government's cost of losing control over rural land would increase and might eventually become higher than the cost of conflict with farmers. As a result, the Shenzhen government would choose the tough (hawk) strategy, even if it expects market participants to play hawk. In other words, the Shenzhen government would prefer potential conflict with the market participants over acquiescing to their rural land development and transfer. So do the market participants when their payoffs change. The same logic applies to the game between contract parties. If current payoffs leave little room for a focal point or even permit only one equilibrium, the only way to solve the game is to change the payoffs by sanctions (McAdams 2008) . It is in this situation that a centralized legal system that can define and protect property rights would become necessary. Thus understanding market formation and operation as coordination games has its limits.
Second, this paper provides only one view of the small-property market and omits several relevant aspects of the small-property market. Focusing on the contextual and payoff-irrelevant aspects of the small-property market, it does not address fully the political economy of this market; nor does it explain the significantly lower prices of small properties compared to those of legal properties or address how to deal with the co-existence of the small-property market and the legal housing market, which are topics of separate papers (Qiao 2013a (Qiao , 2013b .
